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NOTES OF THE MONTH 
Prague and After 


| HE extinction of all political opposition to the Communists 

in Czechoslovakia and the death of Jan Masaryk have had 
consequences more immediately far-reaching than any other single 
development since the war. Yet these events were in themselves 
no more than the completion of a process which had begun with 
the Soviet liberation of Czechoslovakia in 1945. They were the 
counterpart of what had already occurred in Poland, Hungary, 
Rumania, Bulgaria, and Yugoslavia. They were expected, yet, when 
they came, they were a shock which reverberated round the world. 

Czechoslovakia was to the West a symbol. An essentially demo- 
cratic people in the heart of Europe, the Czechs had accepted, 
almost with enthusiasm, the new post-war fact of Soviet pre- 
dominance and protection, and had completely subordinated their 
foreign policy to that of the U.S.S.R. At the same time, they 
retained, despite Communist leadership of their Government, 
their links with the West. They retained a large measure of internal 
freedom and tolerance. Czechoslovakia was frequently quoted as 
evidence that it was possible to live in friendship both with East 
and West. 

The first great set-back was when on 10 July 1947 the Czecho- 
slovak Government was forced by Moscow to revoke its acceptance 
of the invitation to the first Paris conference on European Econo- 
mic Co-operation. That Soviet decision—unless it should rather 
be called a convulsive reaction—to veto the Marshall programme 
in Eastern Europe, and then to fight it in the West, started a chain 
of developments of which the latest are the Communist coup in 
Czechoslovakia on the one hand and the Treaty of Brussels and 
President Truman’s call for conscription on the other. The failure 
of the Council of Foreign Ministers last December to reach agree- 
ment on Germany, though it seemed fateful at the time, was prob- 
ably only a link in this chain. 

In itself, Czechoslovakia is a further study in a technique of 
incorporation. Given a power situation in which any appeal to 
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non-Soviet intervention is precluded, Communist Ministers are 
installed, as part of a ‘National Front’ Government, in key posi- 
tions. One of these is the Ministry in charge of internal security, 
The security forces of the country are by a gradual, unobtrusive 
process transformed into a Communist instrument. A similar pro- 
cess is carried out in the Trade Unions and elsewhere. At some 
stage the non-Communist majority in the Government will be 
faced with the alternatives of seeking to call a halt to the process, 
and thus ‘disrupting national unity’, or of acquiescing in the Com- 
munist seizure of power. In Czechoslovakia the process was far 
advanced when twelve Ministers of the National (Czech) Socialist, 
People’s, and Slovak Democrat Parties made an issue of the 
refusal of the Communist Prime Minister, M. Gottwald, to allow 
Cabinet orders to be sent, in accordance with a majority decision, 
to the Communist Minister of the Interior, M. Nosek, to cease 
driving non-Communists out of the police and replacing them with 
Communists. The twelve ministers resigned. President Bene3 was 
induced, under pressure of armed demonstrations organized by 
the Communists, who issued a violent manifesto, to accept this 
resignation. A new Government with a greatly increased Com- 
munist representation was formed, and a thoroughgoing purge of 
all the administrative and cultural services of Czechoslovakia 
instituted. On 10 March it was announced that M. Jan Masaryk, 
who had remained in the new Government as an independent, had 
committed suicide by throwing himself from an upper window. 


Western Defence 


In the West, the reaction to these events was to give a great 
impulse to the various movements, governmental and otherwise, 
for European co-operation or union. ‘The emphasis shifted notice- 
ably from co-operation for recovery to co-operation for defence. 
This tendency had, indeed, already been present in the negotiations 
for an alliance between Britain, France, and the Benelux group of 
Belgium, the Netherlands, and Luxembourg which resulted from 
Mr Bevin’s ‘Western Union’ speech of 22 January. This alliance, 
when it emerged in the Treaty of Brussels on 17 March, was far 
more than the enlarged Treaty of Dunkirk—a pact merely against 
the possibility of German aggression—whch had originally been 
put forward by Britain and France. It is described as ‘creating the 
nucleus of a Western European association of States’. The five 
nations bind themselves for fifty years to give (Article IV) ‘all the 
military and other aid in their power’ to any one of them which 
may ‘be the object of an armed attack in Europe’, in accordance 
with Article 51 of the United Nations Charter. The five Powers 
further undertake (Article I) so to ‘organize and co-ordinate their 
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economic activities as to produce the best possible results, by the 
elimination of conflict in their economic policies, the co-ordination 
of production, and the development of commercial exchanges’. 
There is provision (Article II) for co-ordinated development of 
‘social and other related services’, and cultural exchanges (Article 
III). Questions arising from the Treaty will be considered as occasion 
arises by a permanent Consultative Council which is to be set up. 

The military and economic potential thus assembled by the five 
chief imperial Powers of Europe is impressive. But in the present 
economic difficulties, which are common to them all, it might be 
little more than potential. An essential element is provided by the 
European Recovery Programme, which has passed the Senate, and, 
as a result of events in Prague, seems likely at the time of writing 
to have an unexpectedly quick passage in the House of Repre- 
sentatives. Meanwhile, the sixteen nations have met again in 
Paris and reported progress. But of still more far-reaching import- 
ance is President Truman’s Message to Congress asking for the 
prompt enactment of universal military training and the temporary 
renewal of the draft. This speech contained more than a hint of its 
awareness of the extent to which the military defences of the 
Western system in Europe depended on effective United States 
support over and above the general economic assistance to be 
provided by the Marshall programme. 

There is one other link in the chain of development which has 
received less attention than those in the West. 

On 16 March the Soviet Government issued a statement draw- 
ing attention to the thoroughgoing nature of its own demobilisation 
as evidence of its peaceful intentions. The statements of Powers 
are never so significant as their actions, but this would accord at 
least with a view that has been expressed in some quarters, that the 
makers of Communist policy were so pre-occupied with the sub- 
jectively felt ‘defensive’ character of their own actions in Prague as 


to be taken unawares by the strength of the reaction to them in the 
West. 


The Italian Elections 


The General Election to be held in Italy on 18 April will be the 
first for over 22 years to choose Deputies and Senators for a demo- 
cratically elected Parliament. The other post-war elections, held 
in June 1946 in conjunction with a referendum on the monarchy, 
were for a Constituent Assembly whose main task was to draw up 
the new Italian Constitution. The final text of this Constitution 
was approved by the Constituent Assembly last December, and 
the Constitution was officially promulgated and came into force 
on 27 December. The life of the Constituent Assembly came to an 
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end, though there is of course provision for carrying on the 
Government during the interim period, and Italy is without a 
Parliament until the new one is elected. 

Recent events in the international sphere have combined to give 
these elections a significance extending far beyond the purely 
internal aspect. Broadly speaking, internally, the elections will 
provide a trial of strength between, on the one hand, the central 
forces which go to make up the present Government (the Christian 
Democrat Party together with the Autonomous Socialists and 
Republicans) with, further to the Right, the National Bloc and 
other smaller Right Wing parties; and, on the other hand, the 
Left Wing combination of the Popular Front, under which title 
the Communists and Signor Nenni’s Socialists are fighting the 
elections on a joint list. 

The electoral campaign reflects the strains and stresses of 
external events. No doubt partly owing to the Government's fore- 
sight in proclaiming an ‘electoral truce’ banning violent party 
demonstrations during the pre-election period, it has hitherto 
been carried on in an unexpectedly calm atmosphere. Though 
election speeches have dealt to some extent with internal problems, 
the wider issues overshadow them. Thus Christian Democrat and 
other Government spokesmen stress the importance of Italy’s réle 
within the Marshall organization and the advantages which the 
whole country (Communists included) has obtained from gratui- 
tous American aid (post-UNRRA and interim aid for Italy will 
together amount to $302 million by 31 March); while Left Wing 
orators represent these benefits as barely camouflaged penetration 
by American capitalism, and accuse Count Sforza of cultivating 
Western relations at the expense of the East. This theme has, in 
fact, been put forward with increasing intensity by Left Wing 
spokesmen ever since the adhesion of the Italian Communist 
Party to the Cominform last October. 

Against this background Italy has pursued her course of co- 
operation in the various moves towards European Economic 
Co-operation. These have included a C.E.E.C. Conference in 
Rome in January, convened by the Italian Government, on the 
subject of European man-power, a sphere in which Italy has much 
to contribute. Within the same framework is the Italo-French 
Customs Union, the agreement regarding which was signed by 
Count Sforza and M. Bidault on 20 March. The possibility has 
also been foreshadowed that the fifty-year treaty of alliance of 17 
March between Britain, France, and the Benelux countries may be 
later broadened to include Italy, among other countries, but any 
such invitation to Italy is likely to be held over till after the 
elections. In the meantime, negotiations are also on foot for a com- 
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prehensive treaty between Great Britain and Italy, possibly on the 
lines of the treaty of friendship, trade, and navigation signed 
between Italy and the United States on 2 February. Contrary to 
the Communist allegations referred to above, Italy has not 
neglected her relations with Eastern European countries, with 
several of whom, including notably Yugoslavia, trade agreements 
have been concluded. Negotiations for a trade agreement with the 
U.S.S.R. have hitherto hung fire owing to the Soviet request that 
these should be linked with a discussion of reparation payments. 
Under the peace treaty Italy is to pay $100 million in reparations 
to the U.S.S.R. (the other great Powers waived their claims), 
but deliveries from current industrial production are not payable 
during the first two years after the treaty’s coming into force. The 
Italian Government has made it clear that no alteration in this 
schedule can be contemplated. 

If Italy is to be able to put her full weight into that co-operation 
in European reconstruction which is so vital for her own economy, 
it is essential that she should have a stable, democratically elected 
Government. This is one of the main reasons why for Italy the 
forthcoming elections have a special importance at the present 
moment. The significance of their outcome in regard to the 
country’s future orientation within the wider framework of inter- 


national relations is too obvious to need stressing. Much will 
depend on unknown internal factors such as the southern elec- 
torate, the women voters (who outnumber the men), and the 
number of abstentions which may result from fears of intimidation; 
and also on external considerations such as the recent move with 
regard to Trieste. 


The Anglo-Guatemalan Dispute over British Honduras 


The announcement, on 27 and 28 February, that the cruisers 
Sheffield and Devonshire were on their way to Belize, and later 
news that troops had been landed to forestall a possible airborne 
or motorized attack by Guatemala, gave sudden and unwonted 
prominence to the long-standing and intricate question of British 
Honduras. For some months Guatemala had been preparing to 
demand the abolition of colonies throughout the Americas at the 
Pan-American Conference of 1948, and, at home, Government 
and Opposition had vied with one another in stirring up feeling 
until on 23 February Congress put forward a resolution in favour 
of an immediate invasion. 

Guatemala retorted to British ‘armed provocation’ by severing 
communications with British Honduras, moving troops to the 
frontier, and proposing a 200 per cent tariff on British goods; and 
the mob hauled up the Jolly Roger over the British Legation. 
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Official protests were sent to H.M. Government, the United 
Nations, the Pan-American Union, and each American Republic. 
The United Nations decided to take no action, and the United 
States merely expressed hopes for a mutually satisfactory settle- 
ment of the dispute. Mexico supported Guatemala in principle, 
but reserved her own claims. 

The attitude of H.M. Government is that they have offered to 
settle and discuss the business, but that the colony must be pro- 
tected against a threat of force; also that its inhabitants’ wish to 
remain British must not be disregarded, unless the International 
Court should decide in favour of Guatemala’s claim that the terri- 
tory legally belongs to her. 

The validity of Guatemala’s claim to British Honduras turns on 
the early history of the colony as well as on an alleged non-fulfil- 
ment by Great Britain of a boundary treaty of 1859. In the seven- 
teenth and early eighteenth centuries this part of Central America 
was a no-man’s-land. Evidence of Guatemalan occupation there is 
none, and even in theory the region appears to have fallen more 
within the jurisdiction of Yucatan than of Guatemala. The first 
European occupants were English buccaneers and cutters of log- 
wood and mahogany. Spain eventually granted British settlers 
certain rights under treaties of 1763, 1783, and 1786, but strictly 
reserved her sovereignty; and an anomalous situation arose in which 
Great Britain recognized Spanish sovereignty in principle, even 
after Mexico and Guatemala had become independent of Spain in 
1821, but herself continually exercised sovereign rights in admin- 
istering the settlement. Meanwhile the settlers advanced, in search 
of timber, far to the south and west of the concession granted them 
by Spain. 

In 1835-36 the British Government sought a formal cession of 
sovereignty from Spain, but received no answer. Madrid never 
admitted that the question of sovereignty or occupancy could be 
discussed with any other State, or, specifically, with either Guate- 
mala or Mexico. 

The boundary with Mexico was finally settled by a treaty of 
1893. That with Guatemala was agreed upon by the treaty of 30 
April 1859. Guatemala, however, signed this treaty on the under- 
standing (Article 7) that Great Britain would help build a road 
from Guatemala City to the Atlantic coast. Difficulties rapidly 
arose over the fulfilment and interpretation of Article 7, especially 
over the division of the costs, which turned out far higher than had 
been anticipated. The Guatemalans allege, and the British have 
always denied, that Article 7 was in reality a compensation for a 
cession of territory, disguised as a boundary treaty in order to evade 
the Anglo-American self-denying ordinance about expansion in 
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Central America contained in the Clayton-Bulwer Treaty of 1850. 
An additional convention of 1863 provided for a payment of 
{50,000 in fulfilment of British obligations. Guatemala, however, 
failed to ratify this treaty within the time agreed upon. When she 
did so in 1865, it was with inadmissible conditions, and in 1867 
Lord Stanley took the view that thereby Great Britain had been 
released from her obligations under Article 7. 

For many years the dispute fell into practical oblivion. By Notes 
exchanged in 1931 Guatemala even recognized certain important 
boundary marks. Two years later the Guatemalan claim was re- 
vived. Guatemala at first asked for the fulfilment of Article 7 or 
compensation in money or land, and rejected British offers of 
{£50,000 or a road across British Honduras to the Guatemalan pro- 
vince of Peten. In 1936 President Ubico demanded the ‘return’ of 
the whole of British Honduras, and by 1939 it was alleged that the 
1859 treaty had lapsed and with it all British title to the colony. 
Guatemala proposed arbitration, but agreement could not be 
reached on the choice of arbitrator or terms of reference. 

President Ubico suspended diplomatic negotiations during the 
war out of compliment to Great Britain, but the Government 
which ousted him in 1944 returned to the attack. Great Britain has 
accepted the jurisdiction of the International Court of Justice in 
any legal disputes arising out of the boundary treaties and in any 
questions arising out of the Court’s decision in such disputes, but 
Guatemala insists that the Court must decide in justice and equity, 


according to the formula ex aequo et bono provided for in its 
Statute. 


ERRATA 
World Today, March, 1948. 
p. 93, line 3, for “$5,300” read ‘$5,300 million’”’. 
p. 126, line 17, for “semi-romantic”’ read “semi-nomadic”’. 














FINLAND UNDER PRESSURE 


HE implications of the ‘radical improvement’ Marshal 
Stalin desires in Russo-Finnish relations are much more 
important than the fact that a military alliance is now being forced 
on the reluctant Finns. This phrase has a sinister and too familiar 
ring. For relations have, in the circumstances, been surprisingly 
good; and a military alliance, though long expected, is hardly 
necessary. The Finns under the Peace Treaty have no forces to 
speak of, and Russian garrisons already occupy strategic bases in 
various parts of the country, including one at Porkkala-Ud, within 
range of Helsinki. It is true that the Finns have a deep and ancient 
suspicion of the Russians and their totalitarian régimes, whether 
under Czar or Commissar, but they make no attempt to hide this, 
and deal frankly and loyally with them. All they ask now is to be 
left out of the Great Power conflicts which in their borderland have 
cost them dear. If they were to be involved in war again, there is no 
doubt that they would march with Russia. The Finnish President, 
Paasikivi, said just over a year ago as the Peace Treaty was being 
ratified: ‘If any one in the future tries to attack the Soviet Union 
through our territory, we must fight with the Soviet Union 
against the aggressor to the best of our ability and as long as we 
can.’ Other responsible politicians have frequently confirmed this 
view. The facts of geography and self-interest, quite apart from the 
presence of the Russian garrisons, make it the only tenable attitude. 
In return for this reluctant loyalty—and the prompt delivery 


of heavy reparations to Russia—the Finns expect to be allowed | 


some measure of internal independence and to retain their cher- 
ished institutions. So far they have done both. Their earlier suc- 
cesses in doing so, both under the Czars, when Finland was an 
autonomous Grand Duchy, and from 1941 to 1944, when the 
Germans were in the country, give them some grounds for hoping 
they they may do so again in the trying period which M. Stalin’s 
proposals of 26 February seem to augur. They also derive some 
comfort from reflecting that, unlike the Czechs, whose dealings 
with Russia have until quite recently been on the plane of Pan-Slav 
idealism, they know the Russians well—and the Russians know 
them—from generations of personal contact. There is some evi- 
dence also for the view that the Russians have some respect for the 
industry, tenacity, and honesty of the Finns: they are likely to see 
these qualities exhibited again in the negotiations which are soon 
to start. 

The general pattern of these talks is clear. The Finns will strive 
to limit their commitments to the minimum. The Russians will 
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insist on their undertaking certain obligations, and what these will 
be depends entirely on the Kremlin’s intentions in bringing 
matters to a head at this particular time. The exact words of M. 
Stalin’s letter: a ‘treaty of friendship, co-operation, and mutual 
assistance analogous to the Hungarian-Soviet and Rumanian- 
Soviet treaties’, are open to a wide variety of interpretations, and 
speculation on his motives and plans is futile. There are, however, 
certain factors in the situation which promote a more optimistic 
assessment than any that is possible of recent Communist actions 
in Czechoslovakia. Some have been noted above. Another con- 
sideration is that the lack of an alliance with Finland left a gap in 
Russia’s outer defences in the west. After the Russo-Hungarian 
treaty was signed on 18 February it was only logical to complete 
the system by an alliance with Finland, even though the country 
and its main approaches are largely under Russian control already. 
It may thus be that, after providing fuller and more formal safe- 
guards for their own security, the Russians will be content for the 
situation to remain much as it is. 

Alternatively, they may embark on the familiar pattern of inter- 
nal aggression by means of national Communist parties. If so, they 
have a long way to go. The Finnish Communists will require 
much more direct support than the visit of a Russian Foreign 
Office official, for they have little following in their own country, 
and less machinery. The ordinary police are not directly controlled 
by the Communist Minister of the Interior but by the local 
authorities, who certainly do not favour the Communists. The 
special police, however, do come under the Minister of the 
Interior, and have to some extent been penetrated by Communists 
and their allies. But they number only a few hundred and, except 
for several flying squads used mainly to discourage burglaries and 
_ to control crowds, are distributed about the country in small 
groups. They are ugly customers to deal with when they get the 
_ chance, but without external support they are not at present a 
menace. They certainly do not compare with the Czech workers’ 
militia. Nor has the Finnish Army been penetrated to any signifi- 
cant degree. ‘There are, it is true, a considerable number of Com- 
munist Finns who were trained as officers in the Red Army during 
_ the war, but they have not yet obtained any posts of importance in 
_ the Finnish Army. Indeed, few are in it at all, but serve their cause 
rather in the police, in war invalid organizations, or in the Party 
itself. 

Politically also the Finnish Communists are relatively weak, and 
their party has only about 35,000 members. Of course it also has its 
allies, known and unknown, but it is pertinent to note that there is 
in Finland little chance of any significant accession to Communist 
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strength through the defection of left-wing Social Democrats at a 
critical time. They joined the Communists long ago, when the 
Democratic League was formed before the Elections in October | 
1945. Since then two Social Democrat Members of the Diet have 
gone over to the League and perhaps two or three more, including 
one Minister, may join it. But this would not seriously affect the 
predominantly anti-Communist outlook of the present Diet, 
which contains fifty-one members of the Communist-dominated 
Democratic League,’ forty-eight Social Democrats, forty-eight f 
Agrarians, twenty-nine Conservatives, fourteen Swedish Party, 
nine Liberals, and one Independent. The Communists and their 
supporters, however, hold more portfolios than their parliamentary 
representation warrants. The Premier, Mr Mauno Pekkala, is a 
member of the Socialist Unity Party, as are his brother, Eino 
Pekkala, the Minister of Justice, and Svento, the deputy Minister 
of Foreign Affairs. Cabinet posts held by the Communists are the 
Interior (by Leino, the leader of the Finnish Communists and 
son-in-law of Kuusinen, President of the Soviet Finno-Karelian 
Republic), Social Affairs, and Food. 

Yet the Democratic League has consistently lost ground. Last 
June elections were held for the Suomen Ammattijarjestdjen 
Keskusliitto (S.A.K.), the Finnish T.U.C. This was the first time 
the Communist Party had been able to put up a candidate since 
it was banned in 1932, but they were confident of gaining control 
of the Unions. They did not do so. At the time this was seized 
upon as a pointer to the way the country would vote in the local 
elections in December; and so it proved. In December the Com- 
munists and their supporters secured only 1,767 seats, compared 
with 2,330 in the 1945 elections. But the Social Democrat represen- 
tation remained steady at 2,210 (compared with 2,255), and the 
non-Socialist parties made considerable gains, winning 6,179 seats 
as against 5,403 in 1945. The threats of the Communists that any 
increase in the ‘reactionary’ vote might lead to Russian inter- 
vention and civil war were completely ignored. 

The next trial of strength will be at the General Elections next 
July. There is every indication that they may roundly confirm the | 
Communists’ loss of support—and in this there is a parallel to 
Czechoslovakia. Moreover, this decline has been accompanied 
in the international field by moves which, if successful, would put a 
brake on Communist expansion and might even weaken its hold on 
countries now securely in its grip. Mr Marshall’s initiative at 
Harvard on 5 June is being translated into the European Recovery 


1 More accurately, 50 Democratic League and 1 Swedish Left who normally 
votes with, but is not formally a member of, the League. 








: 
ata 
the | 
ber 


ave 
ling 
the 
iet, 
ted 
ight 
rty, 
heir 
ary 





is a 
‘ino 
ster 


the 


lian 


Ser 





neem 
Pe 


FINLAND UNDER PRESSURE 147 


Programme. As tension has heightened between the great Powers, 
so Finland’s position has become less sure. 

Russia has so far treated Finland with comparative mildness 
because Finnish reparations have been very valuable.* They have 
been delivered ahead of schedule, and they comprise goods 
urgently needed by Russia: over two-thirds consist of machinery 
and equipment and ships. To date more than half of the $300 
million demand has been met: since the dollars involved are 
1938 gold dollars this half amounts to about $300 million at 
present values. This has been possible only because the Finns 
have been kept alive by food supplied on credit from the west, 
and Finnish factories and farms have been kept working by 
western raw materials and fertilizers. The United States has loaned 
$112-5 million, of which $65 million was for reconstruction 
credits and $47- 5 million in commodity credits. 

From trade with England last year Finland through the con- 
version of sterling obtained $25 million, of which $15 million were 
made available to her by a special arrangement after sterling had 
been made inconvertible. Considerable credits have also been 
given by other countries such as Argentina and Colombia. But 


_ further credits from the west are now unlikely: the State Depart- 


ment had postponed its authorization of a $40 million loan from 


the Export-Import Bank even before M. Stalin’s letter. 


In this way the Finns were helped to work, and by working so 
admirably hard have both paid reparations ahead of schedule and 
practically balanced their foreign trade. Last year Finland exported 
in the normal course of trade 45,225 million Finnmarks’ worth of 
goods (about £85 million), of which 13,579 million went to Britain, 
5,193 million to the U.S.A., and 5,607 million to the Soviet Union 
(which before the war took only about 5 per cent of Finland’s 
exports). But reparations goods worth FM 10,500 million were also 
exported. Total imports were worth FM 46,888 million (about 
{88 million), of which the United States supplied FM 11,139 
million, Great Britain FM 8,259 million, and Russia FM 5,304 
million. The corresponding totals for 1946 reveal the extent of 
Finland’s recovery and also of the burden placed on it by repara- 
tion deliveries. Normal exports were then only FM 23,051 million 
and imports FM 24,274 million, but reparation deliveries stood at 
FM 9,430 million. 

These results were not achieved without a severe strain on the 
country’s economy. The need to deliver without payment repara- 
tions worth over a quarter of the total normal trade has aggravated 


' For a full discussion of reparations see Finland’s War Indemnity, by Professor 
Bruno Suviranta, in the Supplement to Svenska Handelsbanken’s Index, 
March 1947. 
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inflationary conditions by requiring an equivalent sum to be paid 
out for producing the goods. As the amount of money in circula- 
tion continued to rise out of all proportion to the goods available, 
so prices went up. The cost of living index rose from 471 points in 
January 1947 to 720 in December (July 1938 to August 1939= 100), 
the latter figure denoting an increase of thirty points since Novem- 
ber. In these conditions there have been frequent strikes for 
higher wages, and continual political disputes regarding the 
Government’s economic policy. One such lengthy dispute cul- 
minated in the resignation on 11 April 1947 of the Coalition 
Cabinet of Mr Mauno Pekkala. This episode is worth describing 
in some detail, since it illustrates how at that time the Finnish 
parties had reached such a delicate balance that a normal reshuffling 
was quite impossible. Each party knew exactly where it stood, and 
none would give way. Since the Coalition had been formed as a 
compromise between the policies which now came into conflict, 
the only solution, after two unsuccessful attempts to form a new 
Cabinet and after subsequent lengthy negotiations, was for the old 
Cabinet to remain in office until the next elections. 

The immediate cause of the Cabinet crisis was the resignation 
of the four Agrarian Ministers, after a deadlock had been reached 
in discussions on measures to combat inflation. The Social Demo- 
crats claimed higher wages for workers. ‘The Agrarians wanted an 
increase in the prices of farm produce. Such an increase had been 
sanctioned the previous December with the aim of stimulating 
production. Special premiums were also to be granted for extra 
output, and a sum of FM 1,000 million was to be used as a credit to 
provide fertilizers. As part of the same measure meat rationing had 
been abolished, and, with it, controlled prices for meat. Maximum 
prices for other products had been reduced by 5 per cent. These 
measures impelled the Social Democrats to press for increased 
wages. The need for these was conceded for Civil Servants at any 
rate when, at the end of February, they were granted a 25 per cent 
wage increase retrospective to the beginning of the year. If the cost 
of living had risen for one class, it had risen for all; so, at the begin- 
ning of March, the Diet passed a Bill reducing the wages tax by 
from 20 to 25 per cent—a concession equivalent to a proportionate 
cost-of-living bonus. More extreme and more consistent measures 
were demanded. The Democratic League pressed for a general 
freezing of prices, mainly in order to balance the fresh Budget 
deficit of FM 12,000 million incurred by the above measures. ‘The 
Social Democrats wanted farm prices fixed. The Agrarians insisted 
that this should be done only after wages and salaries had been 
stabilized; and when agreement proved impossible they resigned, 
with the results already mentioned. 
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A similar pattern of conduct has been followed at intervals by 
various groups as their cost-of-living inexorably rose: but there 
have been no further resignations on economic matters. The 
Minister of Justice did offer his resignation in January in protest 
against the President’s opposition to his proposal to introduce 
legislation which would undermine the status of the Civil Service, 
but it was not accepted. There have, however, been three serious 
strikes—or, more accurately, two threats of strikes and one strike. 
At the end of September the Trade Unions demanded higher 
wages and gave notice that, if they were not granted, a general 
strike would be called. The Government rejected the demand, and 
threatened to resign if the strike took place. A compromise was 
reached, wages were increased by from 10 to 15 per cent, and the 
general strike was called off. Various local strikes nevertheless took 
place, that among the dockers being particularly serious since it 
held up shipments of coal and other vital raw materials. 

In October the farmers threatened to strike for higher prices. 
Their threats sufficed. Higher prices for milk and grain were 
granted, and with them various reductions in prices of retail goods 
and of fuel for farmers, who also became eligible for certain tax 
allowances and rebates. The brunt of the successful actions of 
these two powerful pressure groups fell on the poorly paid and 
politically weak Civil Service. At the end of November 50,000 
Civil Servants struck for higher wages. For several days all com- 
munications and much transport were paralysed, though trains 
carrying reparations goods were not held up. Then, after a deputa- 
tion had seen the President, the strike was called off without any 
increase in wages being granted. Parallel with these manoeuvres 
to combat inflation the classic remedy of raising the interest rate 
has been resorted to. Last June the long-term rate was raised by 4 
per cent to 44 per cent, and in December to 54 per cent. 

One of the most serious effects of these strikes was that, as men- 
tioned earlier, supplies of coal were disrupted; Finland imported 
1,600,000 tons last year, of which go00,000 tons came from Poland 
and 560,000 from the United States. This has aggravated the 
shortage of hydro-electric power now prevalent in Scandinavia 
as a result of last summer’s drought. Wood fuel, too, is scarce owing 
to transport difficulties. The combined effect of the lack of fuel and 
power led to a considerable decrease in the value of wood products 
exported during the last quarter of 1947. At the end of October 
the shortage of power was estimated to cost no less than FM 20 
million a day in foreign currency—nine-tenths of Finland’s 
exports consist of wood and its products. This year will be little 
better, since only about 2,600 million kwh. will be available to 
meet a demand for 3,300 million. 
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War casualties—over 76,000 were killed and 50,000 are invalids 
in a population of just over 4,000,000—the loss of 12 per cent of 
its land, with a quarter of its cellulose plant and a third of its hydro- 
electricity, and the dislocation involved in resettling 45,000 farmers 
and their families from the territories ceded to Russia brought 
their own difficulties. Nor did Russian awkwardness in denying to 
Finland for so long the use of the main Helsinki-Aabo railway, 
which goes through territory leased by Russia, and of the Saimaa 
Canal, a most important trade channel, make matters any easier. 
Yet the remarkable industry of the Finns gave some grounds for 
believing that so long as they could continue to be economically 
useful to Russia they would also be permitted to retain a fair 
measure of internal freedom of action. But the growing antipathies 
of the great Powers render political considerations more important 
than economic. Politically, and for reasons outside her control, 
Finland’s fate is now in the balance. And this only a year after the 
Peace Treaty was signed in Paris on 10 February 1947, and less 
than six months after Finland became, on 16 September last, an 
independent Republic once more. 

The Treaty confirmed more or less the provisions of the Armis- 
tice Agreement of 19 September 1944 with Russia. Its most 
onerous terms have already been touched on—reparations, Russian 
bases, and the cession of territory with its resultant disruption of 
communications. In considering these terms now, and sometimes 
in deploring them, it should not be forgotten that they represent 
the penalty of fighting on the German side. For Finland, however 
much the result of the winter war, in the face of earlier Russian 
attempts to force an alliance, may offer some excuse, is, unfortu- 
nately, an ex-enemy State. Equally it should not be forgotten that 
Britain subscribed to the Treaty and at the time of writing still 
holds Finnish ships: but these will probably be given back to their 
owners soon. Britain too has some responsibility for the fate of 
thirteen Estonian and two other refugees, whom Finland was 
recently obliged to hand over to Russia, under Article 9 of the 
Peace ‘Treaty, as traitorous Soviet citizens. Press comment on this 
action was unusually inept. In particular, there was no indication 
that Britain under Article 34 of the same treaty had a right to 
protest to Russia. 

More recently the pace of events has quickened. Mr Bevin’s pro- 
posals for Western Union evoked a response in the Scandinavian 
Foreign and Trade Ministers when they met at Oslo on 23 Febrv- 
ary. They came forward in favour of the fullest economic co-opera- 
tion with Western Europe, while maintaining political neutrality. 
The Russian thesis is that such a distinction is false. And it may be 
that the proposals to Finland which followed so soon after the Oslo 
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meeting were intended as a warning shot across the bows of a 
vessel now thought to be heading too strongly westward. An earlier 
~ campaign—which still continues—of fantastic misrepresentation, 
threats, and crude abuse was given scant attention. But the other 
' Northern Powers are notoriously sensitive to events in Finland. 
_ And the moral effect of a letter from Stalin so soon after the Czech 
Communists’ coup could be guaranteed to be considerable. 

' Whatever the interpretation placed on the timing of the Russian 
» demand, it is clear that it had long been prepared. Hints of an 
| alliance were dropped when a Finnish trade delegation was in 
' Moscow last November: it was generally believed to have gone 
| there on the Finns’ initiative in order to occupy the Kremlin’s 
time for a few weeks with matters other than an alliance. In 
| December Leino, the leader of the Finnish Communists, and 
Pessi, their Secretary, visited Moscow. In January the Russian 
Ambassador in Helsinki, a relatively easy-going civilian, was 
replaced by General Sovanenkov, formerly Zhdanov’s right-hand 
man on the Control Commission, and a hard taskmaster. In Febru- 
are the Council of the Democratic League resolved to “go over to 
the offensive’. It needed no great insight to see that the decks were 
being cleared for action. Whether the conclusion of a military 
alliance from which Russia would gain little is all the action con- 
templated is the real question. 

A. G. S. 
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I. THE CHILEAN CLAIMS 


| HE events leading up to Chile’s formal ‘annexation’ of an 
Antarctic sector on 24 February 1948 have attracted, prob- 
ably for the first time, world-wide attention to a problem which has 
existed for several years. The epic stories of Scott and Shackleton 
and the leading réle which both earlier and later British explorers 
have played in the geographical and scientific opening up of these 
regions have long excited popular imagination and interest in 
sritain and elsewhere. The British case, therefore, for her pos- 
session and administration of the Falkland Islands Dependencies 
is comparatively well known in the United Kingdom, but in Chile 
known to very few people indeed. Equally lacking in the United 


Kingdom, however, is information regarding the bases of the 
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Chilean claims, a fact which is due partly to Chile’s apparent 
unwillingness to submit her case to the International Court of 
Justice. It may be useful, therefore, to recapitulate the events 
which have led to the present situation and to recall the main 
landmarks in the history of Chile’s relations with the Antarctic 
regions south of her own mainland territory. 

The effective interest of the Chilean Government in these 
territories really dates from the early years of this century, and, 
as this interest has slowly grown in the last forty years, spon- 
sored by a few leading personalities, so has it been necessary to 
assemble facts in support of the national claims. These are now 
generally considered in Chile to be three-fold: historic, geographi- 
cal, and juridical. In considering the problem it is convenient, 
therefore, to keep to this grouping, although naturally the two 
former have been synthesized in support of the later effective 
steps taken to incorporate the territory. 

Much weight is attached to the historic bases, for as Chile has 
become the legal successor in Chilean lands of the Spanish Crown 
from which her independence was won, any pre-independence 
territorial disposition is assumed to be a legal inheritance of the 
Republic. In the year 1539, when the Spanish conquistadores were 
receiving from their Government extensive territories in the new 
continent, including also zones then unexplored (which at that 
date was the greater part of South America), Sancho de la Hoz, 
an adventurer who had previously been in South America, 
received from his King the government of all the territories 
‘situated to the south of the Strait of Magellan’. In those years the 
belief was universally accepted that Tierra del Fuego was not an 
island but united to and an integral part of the Antarctic mainland. 
A glance at the maps of that century until the time of Le Maire’s 
and Schouten’s voyage are evident proof of this belief. Sancho de 
la Hoz resigned his government of Antarctica on 12 August 1540 
in favour of Pedro de Valdivia. An interesting detail of this transfer, 
in the Chilean viewpoint, is that Valdivia was Governor of 
Antarctica before his similar nomination in Nueva Estremadura, 
and, carried to a logical conclusion, the Chilean title to sovereignty 
over the Antarctic antedates its sovereignty over the rest of its 
national territory. In 1554-55 Jerénimo de Alderete, and later 
Garcia Hurtado de Mendoza, succeeded Valdivia in the govern- 
ment of the Far South, and Mendoza’s successor Francisco de 
Villagra was commissioned from Spain to ‘send account of the 
lands which are on the other side of the Strait (of Magellan) and 
take possession of them’. Chilean sovereignty is considered, there- 
fore, to date in consequence from the mid-sixteenth century, for 
the argument is advanced that the Spanish King, basing his grants 
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_ on maps of that day, was authorizing extension of government to 
_ the South Pole, and that a limitation of his grant to Tierra del 
_ Fuego and the neighbouring archipelago is a modern and false 
_ assumption based on maps of today. 
In continuation and substantiation of these claims, an interest- 
_ ing letter dated 20 August 1831, and written in Lima by the great 
' Chilean patriot and first President of the Republic, Bernardo 
O’Higgins, to Capt. Coghlin of the British Navy ‘concerning the 
boundaries and jurisdiction over lands of the Antarctic Contin- 
ent’, declares: ‘Chile, old and new, extends in the Pacific from 
_ Mejillones Bay to the South Shetlands in latitude 65° South; and 
in the Atlantic from San Jose peninsula to the South Shetlands . . . 
Chile possesses evidently the key of the Atlantic and that of all the 
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great Pacific’. This far-sighted statesmanship and vision of 
O'Higgins, coupled with his well-known interest that Chile should 
assert her just claims to the Far South of her national territory, is a 
powerful emotional stimulus to the assertion of Chilean Antarctic 
claims. 

Geographically, the claim is based on proximity and geomorpho- 
logical similarity between Tierra del Fuego and the northward 
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pointing peninsulas of the Antarctic sector. On grounds of physical 
nearness it is pointed out that Chile is the world’s nearest country 
to the Antarctic, and that only a 600-mile voyage across Drake 
Strait separates Chilean Cape Horn from the northernmost 
Antarctic islands. On geological grounds the scientific explorations 
of Priestley, Tilley, Arctowski, Nordenskjold, and Gunnar Ander- 
sen are all advanced to prove that the South Shetlands-Graham 
Land archipelago is a geological and geographical continuation of 
the Southern Andes with similarities of climate, flora, and fauna, 
and, last but not least, with similar potentialities in the form of 
copper, iron, gold, coal, and other minerals. 

Realizing, however, that ‘possession is nine points of the law’, 
the claims of effective occupation are advanced to support those of 
proximity and so strengthen the juridical case. At the end of the 
nineteenth century men from the Magellanic region of Chile set 
out in their frail craft from the intricate canals of ‘Tierra del Fuego 
and crossed the turbulent Drake Strait, and began to establish 
fishing huts in the South Shetlands. Summer by summer they 
returned, and when their sealing activities had depleted many of 
their accustomed haunts they turned to whaling. In 1905 Puga 
Borne, at that time Foreign Minister of Chile and a keen sup- 
porter of Chilean claims, secured the enactment of a decree by 
President Riesco granting a concession to Sefiores Fabri and Toro 
Herrera for whaling exploitation in the Antarctic, and this was 
probably the first occasion when the Chilean claim impinged upon 
the international scene. The next year a whaling company was 
organized in Magallanes Territory (bordering the Strait of Magel- 
lan) with a capital of {100,000 and a fleet of six whaling vessels, 
having its bases in Magallanes and in the South Shetlands, notably 
at Port Foster in Deception Island. The company continued its 
activities until 1913, and Chileans consider its work juridically as 
taking effective possession. In 1906 the new Foreign Minister, 
Huneus Gana, nominated a commission for the study of Chile’s 
Antarctic problem, but the serious Valparaiso earthquake of that 
year switched the nation’s energies to a more immediate problem. 

During the first World War came the rescue of Shackleton’s 
Elephant Island party by the Chilean tug Yelcho from Punta 
Arenas, but it was not until 1940 that the Chilean Government took 
more positive action with the Presidential decree of Aguirre Cerda 
on 6 November of that year, fixing the limits of Chilean Antarctica 
as ‘all the lands, islands, islets, reefs, and pack ice, known or 
unknown, and the respective territorial waters, inside the sector 
constituted by the meridians of 53° W. and go° W. of Greenwich’, 
and thus increasing the area of the Republic threefold. This step 
was probably taken as a result of the attention again focused on 
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' the Antarctic by Admiral Byrd’s visit to Punta Arenas en route to 
_ the South Polar regions in April of that year, and of the influence of 
_ Colonel (as he then was) Ramon Cajias Montalva who, as Military 
' Commander of the Far Southern Zone of Chile at that time, was 
the chief advocate of a nationalistic policy of asserting Chilean 
claims in the Antarctic. In the forties, following this decree, 
Chilean maps were altered to include Chilean Antarctica and the 
Geography-History syllabus of the schools was adjusted accord- 
ingly, but during the term of office of the late President Rios 
(1942-46) no overt Government action was taken in the matter. 
With the election of President Gonzalez Videla, the acknowledged 
political heir of Aguirre Cerda, the tempo of events has increased, 
and a naval expedition was dispatched to Antarctic waters in 
January 1947. A permanent settlement, including a meteorological 
station maintained by the Chilean Naval authorities, was estab- 
lished on Greenwich Island in the South Shetlands, and re-named 
‘Soberania’ (Sovereignty), and this was the scene of the recent 
Presidential visit. It is also probably no coincidence that General 
Cafias is now Commander-in-Chief of the Chilean Army and that 
he had made a preliminary visit to Magallanes before the recent 
‘annexation tour’ of the President in February was announced to 
take place. On the President’s return to Punta Arenas he sent a 
message to Congress asking for the creation of a new Department of 
the Province of Magallanes, incorporating all Chilean Antarctica 
and the islands south-east of Beagle Channel, with its capital on 
Navarino Island, and issued a declaration that ‘from today Chile 
extends from Arica to the South Pole’. 

Since the more definite assertion of sovereignty by Chile in the 
last eighteen months Britain has protested to the Chilean Govern- 
ment both in the form of delivered complaints of trespass at 
Greenwich Island and in diplomatic notes to Santiago. The 
general tenor of these communications, while offering no impedi- 
ment to scientific or survey work in the Antarctic by any friendly 
Government, suggests that Chile should secure from Britain a 
lease of the Greenwich Island base, or submit the case for arbitra- 
tion to the International Court of Justice, whose decision Britain 
would accept. Failing Chilean agreement to these methods of pro- 
cedure, Britain would be reluctantly compelled to request the 
withdrawal of the Chilean post from Greenwich Island. The 
Chilean Government, in its reply, has rejected any British admini- 
stration of territories over which Chile holds ‘irrefutable juridical, 
political, historical, geographic, diplomatic, and administrative 
titles’, and also both British suggestions for a solution of the prob- 
lem, which, it declares, ‘has other aspects which cannot be solved 
by Anglo-Chilean arbitration’—presumably, Argentina’s claims in 
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the same region. Chile also introduces into the problem for the 
first time the contention that her ‘rights in the American Ant- 
arctic are securely bound to the principles of continental security 
and that in defending them unhesitatingly she is merely carrying 
out the obligations which she has contracted in respect of these 
principles’. This extension of the scope of the Act of Chapultepec 
to the Antarctic has received no support from Washington. 

The timing of the British protest at Chilean occupation of 
Greenwich Island, 17 December 1947, and of the Chilean reply, 
January 1948, is important to note, for it is quite probable that the 
Presidential visit and annexation were closely related, and intended 
to reinforce by a positive and dramatic action the Chilean claims 
and attitude set out in their diplomatic note. 

While it seems as if, during March, there has been some Chilean 
withdrawal of this Antarctic summer’s unusually increased naval 
ships and personnel at Soberania, it also appears that the base and 
meteorological station is being maintained by the small permanent 
staff for the coming 1948 winter in a similar form to last year. 

In conclusion it is safe to say that the average Chilean, whilst 
perhaps naturally exhibiting solidarity with and support of a 
nationalistic and patriotic lead given him by his Government, feels 
that a more realistic approach to Chile’s many internal economic 
problems would have been of more lasting value, and not a few are 
sincerely perturbed at the shadow which has been cast across 
the happy and cordial British-Chilean relations which date back 
to the days of their nation’s birth. 


Il. THE CLAIMS OF ARGENTINA 


|: is not surprising that the Argentine claim to an Antarctic 
sector should overlap, both in time and space, that of Chile. 
Indeed, the claims of both countries are two aspects of a single 
problem. The territorial allocation of the southern portions of 
South America for long remained a keenly disputed matter be- 
tween the two countries, and, although Tierra del Fuego and the 
boundary of the Strait of Magellan region was settled in 1881, it 
was not until King Edward VII’s arbitration of 1902’ that the final 
Argentine-Chilean frontier in the Southern Andes was determin- 
ed; and even now the islands of Picton, Nueva, and Lennox, south- 
east of the Beagle Channel, are claimed by both countries owing 
to an ambiguity as to what constitutes that channel. 

1 By a treaty of 1896 the two countries agreed on the principle of arbitration 
by Great Britain wherever they could not define the boundary by mutual agree- 
ment. This led to the setting-up of an arbitration tribunal to advise King Ed- 


ward VII on the terms of his award. See Sir Thomas Holdich: The Countries of 
the King’s Award (London, 1904). 
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As, therefore, both nations share the southern extremities of the 
continent, the historic bases of Argentina’s claim to Antarctic 
territory find a similar origin to those of Chile, as both are co-heirs 
of the Spanish inheritance; and, although such grantees as Valdivia 
and Villagra may be considered proto-Chilean,* the earlier award to 
Sancho de la Hoz partakes of no such regional allocation and may 
be considered as much Argentinian as Chilean. It is true that Chile 
possesses both shores of the Strait of Magellan, all the way from 
the Pacific to the Atlantic, and, therefore, would seem, from the 
historic Spanish grants already quoted, to have greater foundations 
for claims south of that Strait, including Antarctic territory. 
Argentina, however, possesses a large portion of the island of 
Tierra del Fuego and, were either nation’s claim to the South 
Polar regions conceded, the division of the spoils between the two 
contestants would be no easy matter to decide. In this respect the 
Chilean Foreign Minister, German Vergara Donoso, as recently 
as 3 March expressed grave doubts whether the Antarctic claims 
of the two countries could be reconciled to present a common front 
in any international conference on the problem. 

Argentina, extending equally with Chile to the far south of the 
continent, has an equal claim to proximity to Antarctica, and Isla 
de los Estados commands the ‘narrow’ crossing of Drake Strait as 
much as does Cape Horn, while Ushuaia, on Beagle Channel, the 
Argentine capital of Tierra del Fuego, is a much more southern 
base and safe anchorage with relationship to Antarctica than 
any present Chilean port. In considering the claim of propinquity, 
moreover, the orientation of Graham Land and its archipelagoes 
cannot be ignored, for this comparatively bare or thinly ice- 
covered region is the main focus of attention in the whole problem. 
A glance at a map will leave the impression of its closer relation- 
ship to Argentina than to Chile, for almost all is East of 70° W., and 
the amount of Chilean territory in South America in similar 
longitudes is insignificantly small. (It should, however, be pointed 
out that the comparatively ice-free coasts are those facing the 
Pacific. ) 

The basic principle, however, on which any Argentine claim 
rests is inextricably linked with that nation’s determined refusal to 
recognize British sovereignty over the Falkland Islands, for, if it 
could be substantiated that Britain illegally occupies those islands, 
the Falkland Islands Dependencies, administered from Port 
Stanley, would have little justification to be regarded as other than 


‘Both men were Governors of the Captaincy~General of Chile before the 
separate nation of Chile had evolved, and so may be regarded as the first (prim- 


ary) type Chileans historically, thus having little or no connection with present- 
day Argentina. 
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Argentine. Authoritative accounts are readily available of Britain’s 
case for her Falkland Islands colony, and no attempt at a study of 
the complicated legal tangle will be attempted here.* In Argentina’s 
view, however, their case is so strong and unequivocal that, as the 
Argentine Foreign Minister recently indicated, they do not even 
consider the matter one for negotiation. 

A brief historical review must suffice. Except under duress, the 
Spaniards never recognized British possession of the islands, and 
in 1770 ejected the small British settlement established five years 
previously. While this settlement was restored in 1771, the British 
voluntarily abandoned it three years later, leaving the Spanish for 
several years in undisputed occupation until, early in the nine- 
teenth century, they too left the islands, owing to their many diffi- 
culties on the continent at that time. Louis Vernet in 1826, on 
behalf of infant Argentina, occupied this remote and then unin- 
habited corner of the republic, called Islas Malvinas by all South 
Americans, and established a settlement at Port Louis. In 1833 
Britain expelled the Argentine soldiers and colonists and has 
remained in occupation ever since. The never-relinquished Spanish 
sovereignty over the islands, their occupation of them previous to 
the time of Argentina’s independence, and the expulsion of the 
Argentinians when the new nation was beset with difficulties of its 
early survival and organization are the bases of ‘effective occupa- 
tion’ on which Argentina rests her claim; a claim for this ‘integral 
part of her national territory’ which has been reiterated at every 
opportunity, and with increasing force during the past century. A 
recent case was the protest over the issue, in 1946, of Falklands 
Islands Dependencies stamps depicting a map of the region,* and 
in March of this year a standard Spanish text-book for the teaching 
of English was banned because its map portrayed the Malvinas in 
blank without denoting their Argentine ‘ownership’. One aspect 
of this unsettled problem, probably little known outside the islands 
themselves, is the inconvenience the intransigent claim causes to 
Falkland Islanders who visit Argentina, and who are immediately 
regarded as Argentinians liable to fulfil the obligations of citizens 
of that nation. 

Argentina’s interest in the Antarctic dependencies of the Falk- 
lands, however, did not become active until 1904, when Dr. W. 
Bruce, returning from the Scottish National Antarctic Expedition, 


1 See in particular Julius Goebel’s The Struggle for the Falkland Islands: A 
Study in Legal and Diplomatic History (Yale University Press, Newhaven, 
Conn.; and London, 1927). Also The Falkland Islands, by V. F. Boyson (Oxford 
University Press, 1924). 

* Chile, Argentina, and the Falkland Islands have all issued ‘cartographic’ 


postage stamps, denoting their respective possessions, the latest being that of 
Chilean Antarctica in 1947. 
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transferred the meteorological station he had established in 1903 
on Laurie Island, in the South Orkneys, to the Argentine Govern- 
ment. This work, since aided by a wireless station, has been main- 
tained, and the Argentinians have been in continuous occupation 
ever since, thus preceding, Argentina points out, by four years the 
official British annexation of the Dependencies in 1908. Except for 
whaling activities, which have been fairly consistently maintained 
by Argentina in this century, partially centred on the Compaiiia 
Argentina de Pesca’s station at Grytviken in South Georgia, and 
the maintenance of maritime communication with Buenos Aires, 
any re-assertion of Argentine Antarctic claims was not made 
until after Chile’s similar step in 1940. The issue has become more 
of a matter of national prestige since it shared the impetus given 
to Argentina’s nationalism by President Perdén, but historical 
analysis points to the emergence of the claim previous to the 1943 
coup d’état. By 1947 maps published in Buenos Aires, which had 
consistently shown the Malvinas as Argentine, included also the 
Argentine Antarctic Sector bounded by the 35° and 75° meridi- 
ans west of Greenwich. This shows a big overlap of the Chilean 
claim, especially in the focal Graham Land area, but includes in 
addition the South Orkneys and South Georgia; indeed, almost all 
the British Falkland Islands Dependencies with the exception of the 
South Sandwich Islands and a fewislets south-east of South Georgia. 

Since 1942 the Argentine Navy has paid annual visits to the 
Sector, and this action was supplemented, in 1947, by the estab- 
lishment of two bases in the South Shetlands (Gamma Island, in 
the Melchior group, and Deception Island, very close to the 
British base re-established there in 1944). It is interesting to note 
that the setting-up of these bases was almost simultaneous (March 
1947) with the similar Chilean action at Greenwich Island 
(Soberania). The events of February 1948 in which a large part of 
the Argentine Fleet carried out manoeuvres in the seas of the 
‘Argentine Sector’ form a culmination to the increased activity of 
the last decade, but Argentina, probably relying on her forty-four 
year occupation of Laurie Island and her historic rights in the 
Falklands, refrained from any additional annexation formalities, 
and, while allowing no debate on the Malvinas, expressed her 
readiness to discuss the Antarctic problem at an international 
conference to be convened for that purpose. It is noticeable that, on 
this occasion of the recrudescence of the ‘scramble for Antarctica’, 
Argentina has displayed a milder and more conciliatory attitude 
than her neighbour, and it is to be hoped that this is a happy 
augury which will soon enable these outstanding problems to be 
settled definitively on just, sure, and lasting foundations. 

G. J. B. 
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AN AMERICAN VIEW 


Az the second Quebec Conference between President Roose- 
velt and Mr Churchill in September 1944 it was decided to 
dissolve the Combined Anglo-American Staffs, which had been 
formed for the invasion of Europe, immediately after the sur- 
render of Germany. 

This decision was not the result of unhappy experiences in 
Anglo-American co-operation during the war, and was in fact 
taken, against the wishes of many British and American Military 
Government officers, mainly because of the argument that future 
co-operation between the Western Powers and the Soviet Union 
would be more difficult if Britain and the United States merged 
their policies and operations before sitting down with the other 
great Powers at the council table. 

During the last three years we seem to have moved full circle and 
returned to an organization in many respects comparable to the 
SHAEF system, although the attitude of the United States 
Government, both in regard to foreign policy as a whole and to the 
treatment of Germany in particular, has in fact changed pro- 
foundly during the intervening period. 

In 1945 the United States Government naturally had some 
strong ideas, and perhaps also some prejudices, with regard to the 
treatment of Germany, but its foremost objective was the ultimate 
creation of a Germany which would not be an apple of discord 
between the Soviet Union and the Western European Powers. The 
disarmament and demilitarization of Germany were to be the pre- 
lude to the political neutralization of Germany between the East 
and West of Europe. It was in this spirit that the directives to the 
American Commander-in-Chief on the military government of 
Germany in the post-hostilities period, a document known as 
JCS-1067, was drafted, and on the whole these policies formed the 
basis of the Potsdam Agreement of August 1945. But this Agree- 
ment was bought at a price that already raised doubts about the 
ultimate intentions of Soviet policy and about the possibility of 
achieving unity among the Big Three by mere diplomatic dis- 
cussion. By turning over one fourth of Germany to Polish admini- 
stration and dealing with German reparations in their own drastic 
fashion, the Russians had created faits accomplis which Britain and 
the United States had to swallow if they wished to avoid a complete 
failure of the Conference. 
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The Conference reached an understanding on an Allied pro- 
gramme for the military government of Germany. It comprised a 
good many points, of which the most important ones were dis- 
armament, demilitarization, restitution, reparations, de-nazifica- 
tion, decentralization, re-orientation, and democratization. All of 
them were complex issues and proved to be open to various inter- 
pretations. Not even seemingly well-defined policies, such as dis- 
armament and restitution, failed to offer grounds for altercation. 
But the problem which more than any other caused disagreement 
among the Allied Powers was the execution of the reparation pro- 
gramme, which, under the Potsdam terms, was linked with the de- 
militarization of Germany, i.e. the weakening of Germany’s indus- 
trial war potential. 

The reasons for the failure of the Potsdam Agreement did not 
only lie in what the Agreement tried to settle, but in what it left 
unsettled. It was called a programme for the immediate post- 
hostilities period, and it is probably fair to say that this was meant 
to be a period of one to two years. It was assumed that in this period, 
apart from the accomplishment of what might be called the puni- 
tive part of the Allied programme, the first foundations for a 
German democracy were to be laid. A number of proposals were 
made as to what democratization should include, namely, de- 
nazification, re-orientation away from militaristic and national- 
socialist to democratic thought, freedom to form political parties 
and trade unions, etc.; but the implementation of these directives 
was left to the zonal Commanders, and this gave wide scope to the 
political philosophies of the countries concerned. In particular, no 
clear statement could be found in the Potsdam Agreement about a 
future German Government. It contained the directive to de- 
centralize German economic and political institutions, but it 
envisaged on the other side the creation of German central econo- 
mic agencies of administration working under the Allied Control 
Council. Such agencies were needed, indeed, if there was to be a 
common plan of reparations and demilitarization, which in turn 
required an over-all export-import plan. The Potsdam Agreement 
failed, however, to give a clear indication of how the centralizing 
and decentralizing trends of Allied policy were finally to be 
balanced. It also did not contain a statement on the formation ofa 
future German Government. Were the German economic agencies 
acting under the Allied Control Council to be broadened by 
political agencies later on? Would they all continue as merely 
administrative agencies, or would they be transformed into a pro- 
visional German Government? Were there to be general popular 
elections for a German representative assembly, or would the 
future German Government be formed by delegations from the 
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various State (Lander) Governments? These and many related 
questions were not answered by the Potsdam Declaration. 

In retrospect one may wonder whether it would not have been 
better if the three Powers at Potsdam had picked a provisional 
German Cabinet to work under the Allied Control Council. Such 
a Cabinet probably could only have been selected, however, by 
giving all existing German parties, the Communists, the Social 
Democrats, the Liberal Democrats, and the Christian Democrats, 
equal representation irrespective of their actual voting strength. 
Still, this might have been preferable to the development of diver- 
gent political institutions in the various zones, and might have 
staved off the virtual introduction of a one-party system in the 
Soviet zone. At present nobody is in a position—and, considering 
the many imponderables involved, perhaps nobody ever will be 
able—to prove that this course of action would have offered a 
better chance for making the four-Power régime of Germany 
effective and for minimizing the danger of Germany. It should not 
be forgotten, however, that the establishment of an Austrian 
Government has not prevented a stalemate of four-Power co- 
operation in that country. 

In any event, the Western Powers in 1945 paid little attention to 
the possibility of a partition of Germany. They were preoccupied 
with the idea of building democracy ‘from the grass-roots’, and 
this meant, apart from the weeding out of Nazis, the creation of the 
basic democratic forms such as party and trade union organiza- 
tions, as well as a democratic press and radio. Institutions of self- 
government were envisaged in the early period purely on a local 
and only later on the State level. The date and form of the recon- 
struction of a national Government were left open for future 
negotiation among the great Powers. In the meantime the Allied 
Control Council, in due course to be supported by some German 
economic agencies of administration, was to act as the only link 
between the four zones. The economic agencies failed to materialize, 
and the Allied Control Authority, after the breakdown of the 
reparations settlement of Potsdam in spring 1946 and the Russian 
offensive for a centralized German Government, touched off by 
Molotov’s Paris speech in July 1946, has retained symbolic rather 
than practical value. By the summer of 1947 the Allied Control 
Council and the Allied Co-ordinating Commission had actually 
become incapable of agreeing upon any measure of far-reaching 
importance. Of all Allied bodies the Berlin Kommandatura with- 
stood the process of emasculation the longest, because all four 
Powers had a common interest in maintaining the city as a work- 
ing unit. But even in Berlin the four sectors have developed in 
separate directions. 
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It is not the individual German States but the four Allied zones 
of Germany that dominate the German scene today. The develop- 
ment of the power of the local organs of administration was no 
doubt encouraged by the régime of the Western Allies, although 
some of the States established by them are unlikely to survive. The 
most obvious examples are the States of Wiirttemberg-Baden in the 
American zone and Southern Baden and Southern Wiirttemberg 
in the French zone. Baden and Wiirttemberg will desire restora- 
tion of their former statehoods. Similar problems exist with regard 
to Northern Rhineland-Westphalia in the British zone. But these 
are only symptoms of the difficulty of achieving even the most 
immediate aims of the Western Powers under a zonal system. 


THE SOVIET ZONE 


In a survey of the zones it will be best to begin with the 
Soviet zone. The Russians came into Germany with a clearly 
defined programme of military government. Their aim was to 
exploit their zone to make up for the material losses which the 
Soviet Union had suffered at German hands. Like the Western 
Allies, the Russians wanted to stamp out National Socialism, but 
they did not believe that mere suppression of National Socialism 
would be enough, nor that democracy in Germany could only be 
produced by a patient process of slow nurture. From the outset 
they gave active support to the indigenous anti-Fascist committees 
which in many German cities had formed in the last days of the 
Hitler régime. Whereas in the West these so-called ‘Antifa’ groups 
had been dissolved as undemocratic, they served in the Russian zone 
as nuclei for the development of political movements in Germany. 

While the Russians were thus from the very beginning directly 
intervening in German politics, they were not neglecting the social 
forces which in their opinion were the true foundation of a lasting 
anti-Fascist order. By freezing all bank deposits in May 1945 they 
practically abolished the German middle classes. Every German 
had to work to make a living, and his rations were determined from 
now on in terms of a hierarchy of occupations prevalent in the 
Soviet Union. Under it heavy workers, intellectuals, and artists 
constituted the favoured class. The quick and drastic dissolution of 
the big landed estates was another move to fortify the new basis of 
German society. With the nationalization of large segments of 
German industries by the German States and the transfer of others 
to a Soviet company the revival of a class of industrialists was 
blocked. In spring 1946 the Russians proceeded to bring the largest 
German party, the Social Democratic Party, under Communist 
control. ‘The new Socialist Unity Party (S.E.D.) has since enjoyed 
a privileged position with the Russian authorities, and in November 
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1947 the latter, by removing the leader of the Christian Demo- 
cratic Union, Jacob Kaiser, went so far as to enforce obedience by 
the other parties to the general line of the S.E.D. The use of 
popular forces in the Soviet zone was always highly selective, and 
has finally led to a closely manipulated system of indirect control. 

There can be no doubt that the Russian régime is hated by the 
vast majority of the Germans of the Soviet zone. In a free election 
there the Communist vote would probably not go beyond 10 per 
cent. It is erroneous to consider the membership of the S.E.D. as 
Communist. Its bulk consists of old Social Democrats, who are also 
to be found among the functionaries of the party, though the 
higher officials are usually old German Communists, supported by 
large numbers of Moscow-trained German exiles. Even genuine 
Communist workers, who were particularly numerous in the 
industries of Saxony-Anhalt, are at the present moment dispirited, 
because the Russians merely replaced the private industrialists by 
equally authoritarian State or Soviet managers, have not given a 
share in profits or management to the workers, and have introduced 
a stricter work discipline than existed before. 

But neither the S.E.D. nor the Russian régime can be upset by 
an election decision, and they are not amenable to any decisive 
influence from the outside. The strongest point of the Soviet 
régime is the relative productivity of the Soviet zone, which has 
gone well beyond 50 per cent of the pre-war output of the region. 
But there is no benefit accruing to the Germans from this higher 
production, since most of the output is sent to Russia. The official 
food rations may be slightly higher in the Soviet zone, but they 
have hardly ever been fully distributed, and though people lose 
less time on the black market than in the western zones they also 
get less additional food from any other but official sources. 
Incidentally, it should be mentioned that the significance of the 
separation of eastern German agricultural production from the 
Reich is usually overrated. The most important of the areas yield- 
ing food surpluses for the rest of Germany are now under Polish 
administration, and scarcity of farm machinery, the dividing up of 
the large estates, and lagging production of fertilizers have 
reduced agricultural production in the Soviet zone. On the other 
hand, the industrial capacity of the Soviet zone is commonly under- 
estimated. Prior to the War Central Germany constituted, next to 
the Rhineland and Berlin, the most important single industrial 
area of Germany. It gained considerably in Hitler’s war economy, 
and since it suffered less from air attacks than western Germany it 
could stand the Russian plant removals more easily. The Soviet 
zone is potentially a more self-contained region than any of the 
western zones, or even Bi- or Trizonia. 
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THE BRITISH-AMERICAN ZONE 

In contrast to the Russians, both the British and Americans 
believed in a free political democracy. They did not plan to inter- 
vene in the development of the popular organs of administration 
except by removing National Socialist institutions and by ‘coach- 
ing’ the Germans in democratic practices. Social changes, if they 
were expected at all, were to be the result of the working of 
political democracy. Neither Allied surgery nor German revolu- 
tionary action was contemplated. The traditional pattern of 
German society was to be maintained, at least for the time being, 
and the evil spirit of National Socialism, militarism, and chauvin- 
ism exorcised through educational efforts. 

The most characteristic difference between the British and 
American approach lay in their time schedule. The British felt that 
a fairly long period would be required to prepare Germany for 
democratic self-rule, and that even where the administration of 
affairs was given to Germans strict supervision and advice on all 
levels would be needed for some time to come. British Military 
Government was, therefore, planned on a fairly large scale. The 
personnel at one time numbered as many as 30,000, and even in 
November 1947 had fallen only to 17,000, in contrast to about 
15,000 and 5,000 respectively in American Military Government. 
In the early period the emphasis in British policy was on the 
rebuilding of a German administration rather than on the revival 
of German political life. Everyone who knows the state of the 
German mind three years after the end of the War will hesitate to 
criticize this British policy. If it had been in a position to rehabili- 
tate German economy fairly rapidly it might have been accepted 


by the Germans, but a radical and steady improvement of German 


economic conditions was beyond the power of Britain, and even of 
Britain and the United States combined, though they furnished 
large funds for civilian relief. Once it became clear that British 
administration would not bring prosperity the Germans grew 
cooler toward British rule, complaining of its paternal character 
and of the cumbersome procedures necessitated by the stringent 
control even of minor administrative actions. 

The American attitude was based on the conviction that demo- 
cracy can only be learned by practice and that consequently political 
responsibility should be handed over to the Germans as speedily 
as possible. This faith was genuine and provided the basis of a 
practical policy which is today accepted by the British admini- 
stration as well. The popular forces unleashed and leashed by the 
Soviets in their zone could not be matched by paternal systems, 
even if they were enlightened and of ultimate democratic intent. It 
is true that American policy was also haunted by the difficulties 
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encountered in the recruitment of a large American force for 
Military Government duty in Germany. As a matter of fact, many 
of the shortcomings of American Military Government can be 
traced to the lack of a sufficiently large personnel. Undoubtedly a 
good many problems were dealt with in too hurried and superficial 
a fashion. On the other hand, by cutting down administrative 
expenses to the bone American Military Government has gained 
the growing confidence of an economy-minded U.S. Congress, an 
absolute prerequisite for the inauguration of a broad programme of 
German recovery as contemplated at the present moment. Further- 
more, the steady reduction of the functions of American adminis- 
trators had left no doubts about American intentions in German 
eyes. 
THE FRENCH ZONE 

The French in their zone, from which the Saar district is now 
practically excluded, have followed their own method. With 
regard to reparations they have not been very far behind the 
Russians. In general the French have refused to spend a single 
franc on their German zone, and they have hitherto succeeded in 
keeping a favourable if small balance in their occupation budget by 
making their huge corps of Military Government officers live off 
the land and by effecting considerable removals of plants and out- 
put from their zone. Although even the French use an indirect 
system of military government, their supervision of all fields of 
German administration extends much farther than that of the other 
three Powers. Democratic institutions are still in a state of mere 
infancy, since the French keep the reins of administration on every 
level firmly in their hands. Apparently they find it particularly 
difficult to distinguish a Nazi from an average German and have, 
therefore, not carried de-nazification to any great length. 

Economic conditions in the French zone are grave, and it may be 
doubted whether the French could maintain their political course 
indefinitely. In the long run the favourable fiscal balance may turn 
out to be a serious loss to the French economy. The French enter- 
tain little hope that the outlook of the Germans today can be 
changed to conform to that of the West, but they believe that the 
coming generations can at any rate be brought nearer to western 
ideals. ‘The constructive intentions of the French régime con- 
sequently centre round education. They have built up a fine record 
in the stimulation of cultural efforts. Supplies of textbooks for 
schools are ampler than in any other zone, the newspapers are well 
written, and there are many art exhibitions and concerts. The uni- 
versities in the French zone, Tiibingen and Freiburg, are given 
much support, and a new university has even been founded at 
Mainz. 
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These French activities in the educational and cultural field 
have been carried out with good taste and a notable understanding 
of German trends of thought, but it is doubtful whether they have 
changed German aversion to French policy. The grave food situa- 
tion in the urban and industrial centres is, of course, the chief com- 
plaint, but there is also strong suspicion of the cultivation of 
separatist tendencies and resentment of the French opposition to a 
unification of the German zones under a German Government. 
The French do not seem to be surprised by this reaction, since they 
consider the achievement of their aims to be a long-range pro- 
position. ‘They also seem not to be dissatisfied with the difficulties 
which their isolated policy has put in the way of the unification of 
Germany as envisaged by the Potsdam Declaration, which they 
opposed from the outset because they feared that it aimed at the 
revival of a centralized Germany. And since France had not been 
invited to attend the Potsdam Conference she was in a position to 
oppose the Agreement. It remains to be seen how far the French 
will modify their attitude towards the German problem now when 
a closer union of the Western zones is under discussion. 


GERMANY AND WESTERN UNION 


The zonal fragmentation of Germany which has resulted from 
the disagreements of the four Powers about the practical execution 
of the Potsdam Declaration has been the greatest obstacle not only 
to a recovery of German economy but also to the progress of the 
democratization of the country. It could be argued that during the 
last year there has been retrogression rather than progress in this 
regard. In general the Germans have derived from the conflicts 
of the four Powers the impression that they are mere objects of 
national power politics. If the zonal isolation had taken place 
amidst a powerful movement towards a strong United Nations, 
German sentiment might be somewhat different today. But the 
disappointingly modest beginnings of the United Nations proved 
particularly discouraging to those Germans who were prepared to 
place international above national loyalties. Similarly, the separa- 
tion of the German zones would have appeared more tolerable if it 
had been a prelude to a European union. But at least until recently 
the idea of a European union has not become a practical proposition, 
and as far as it has, it has turned into the idea of a Western Euro- 
pean union, thereby raising among the Germans the spectre of the 
final partition of Germany. 

Naturally, the Germans in the Russian zone and in Berlin who 
oppose the Soviet system in their hearts dread a Western European 
union, and for that matter even a union of the Western German 
zones. Either step, they fear, may engulf twenty million Germans 
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in total Soviet control. Among the eastern Germans feelings are 
running high against the Germans in the West, whom they accuse 
of bartering away German unity for the improvement of their 
immediate material circumstances. The western Germans on their 
part are highly sensitive to such criticism. Much as most of them 
crave for an improvement in their conditions, they shrink from 
openly doing anything that might entail the complete loss of the 
Soviet zone in addition to the territories handed over to Poland. 
They hope that the Western Powers will assume responsibility for 
doing the things which they themselves know must be done if 
Western Germany is ever to see better days. 

Another German preoccupation is the restoration of Germany’s 
independence among the nations, and the war of words among the 
Allies of World War II keeps German hopes for changes in the 
international field constantly alive. Often enough this leads to 
fantastic and devious expectations, which may be disregarded here, 
but which are nevertheless a contributing factor to the German 
reluctance to see in democracy the surest means for the recovery of 
national life. This hesitation has not as yet shown itself in outright 
opposition to democratic forms and ideas. It is expressed rather in 
apathy, though in recent times one may discover a good many 
signs of passive resistance. But on the whole a non-committal atti- 
tude prevails. 


INTERNAL POLITICS 


Participation in elections, originally very lively, has declined. 
Membership of the bourgeois parties, in contrast to the voting 
strength of these parties, has remained at between 2 and 3 per cent 
of the population, though it is 10 per cent in the Social Democratic 
Party, and even higher in the small but well organized Communist 
Party. The German newspapers are fairly listless, with the excep- 
tion of those in Berlin, where the presence of the four Powers, and 
particularly the east-west conflict, create an atmosphere of spirited 
debate and sharp polemics. The facade of a German democracy 
has been built in the British and American zones, but true demo- 
cratic life is not pulsating behind it. 

The reason for this ebb lies partly in the absence of younger 
leaders, but is also largely the result of Allied relations since 
Potsdam. The new democratic bodies which were created in the 
American and British zones were prevented from exercising real 
authority. German unity, if at all, could only have been created by 
the four occupying Powers. Taxation and money matters were 
handled by the Allied Control Council. The rehabilitation of 
German industries was in the hands of the individual Powers, as 
were reparations and demilitarization. Food production and dis- 





ALLIED ADMINISTRATION IN GERMANY 169 


tribution had also to be placed under Allied control, because they 
swelled the heavy occupation costs of Britain and the United 
States. Coal was assigned to the European Coal Organization, 
and one could go on cataloguing important responsibilities which 
by necessity of circumstances have been withheld from the 
German authorities. 

Moreover, the German State Governments have had to play a 
two-fold role. ‘They represent the German population while at the 

same time serving as an executive arm of Allied Military Govern- 
ment; and the latter’s decisions and orders are above democratic 
criticism. In these conditions parliamentary control of the State 
Governments has not developed. ‘To the man in the street they 
appear to be bureaucratic agencies administering the minor affairs 
of Germany. The small scope of their authority, combined with 
doubts about future party trends, if not outright scepticism about 
the democratic experiment in Germany, have kept a good many 
able men from entering the political arena, or at least from accept- 
ing posts in the Government of their State. Even the active leaders 
of national parties, like Kurt Schumacher, believe that their repu- 
tation and influence are better served by remaining outside the 
Governments. 

In these as in other German reactions the old lack of ‘civil 
courage’ is sadly reflected. The misery of life in present-day 
Germany is indeed appalling, but the willingness to put shoulders 
to the wheel is lamentably weak. In comparison with the Italians 
the Germans have not shown extraordinary fortitude in adversity. 
This is partly due to their warped notions about the present state 
of the world. Exceedingly few Germans have any idea of the plight 
in which Hitler’s war left Europe and most of them believe that 

F they are the only people to suffer. It is imperative to break down 

the intellectual isolation in which the Germans have lived since 
1933 and continue to live three years after VE-day. In a pro- 
gramme of exchange of persons, which seems the best means to 
acquaint the Germans with the actual conditions of their neigh- 
bours, the British will play a leading part. They have already 
made a better start in this direction than either the French or 
Americans. he proximity of the British Isles should make possible 
the exchange of a larger number of people at shorter intervals. 

But the most immediate steps to be taken by the Western 
Powers must aim at the revival of industrial production in the 
western zones. Within a system that excludes the rebuilding of a 
dangerous German war potential the present stagnation of German 
production has to be overcome. It is realized today in Europe as 
well as in the United States that the revival of German economy is 
needed just as much for the economic stabilization of Western 
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Europe as for Germany herself, and it is for that reason that large 
funds are contemplated by the Marshall Plan for western Germany, 
As early as the autumn of 1946 it was seen that the failure of the 
four Powers to implement the Potsdam Agreement would cripple 
the recovery of the western zones most seriously, and the British 
and American Governments agreed to co-ordinate the economic 
policies in their zones and to create on a bizonal level those Ger. 
man economic agencies which the Potsdam Declaration envisaged 
as necessary for a competent administration of German economic 
affairs. 

The establishment of Bizonia was an improvement, though 
hardly a decisive success. Both occupying Powers still hoped that 
the Moscow Conference of March-April 1947 might bring quadri- 
partite understanding. Its failure made it clear that Bizonia would 
have to be organized on a more solid basis, and tentative plans 
were drawn up in case the London Conference of the Council of 
Foreign Ministers in November-December 1947 should also fail, 
The summer of 1947 was used to draft a reparations plan for the 
western zones, which would retain enough industrial plant in 
Germany to make her self-supporting after some years. Simul- 
taneously, by negotiations between London and Washington, plans 
were laid to overcome the delay in the recovery of the coal pro- 
duction of the Ruhr, which more than any other event—even 
more than the early plans for the level of German industries— 
had blocked the rehabilitation of German economic life. In the 
Ruhr agreement the United States already assumed responsibilities 
in the British zone, and these responsibilities were extended a good 
deal further by the Anglo-American agreement of December 1947, 
under which the United States took over the financing of the 
greater part of the imports into the British zone and received 
the controlling vote in the formulation of bizonal economic 
policies. 

Thus the way was opened for a new phase of Anglo-American 
policy aiming at the speedy revival of economic conditions in 
western Germany. It is desirable that these arrangements between 
Britain and the United States should be extended by the accession 
of France. But simultaneously with the merger of the British and 
American zones the German bizonal agencies had to be reorgan- 
ized. ‘The original Bizonal Economic Council was weak. Among 
other defects it was too small to staff its committees adequately, 
and its authority did not reach certain fields, such as finance or 
labour, fundamental to the direction of economic affairs. Nor did 
the Economic Council have the power to enforce its orders against 
the German State Governments. British and American Military 
Government had to intervene to secure the execution of Council 
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decisions in the States, thereby becoming unwittingly subservient 
toa German authority. 

By a proclamation of the two Military Governors of 6 February 
1948 the German bizonal agencies were placed on a new basis. The 
Bizonal Economic Council was given a greatly broadened com- 
petency in respect of economic affairs and at the same time greater 
powers to enforce its rulings in the States. But its composition was 
also changed. Whereas formerly the State Governments were only 
loosely related to the Economic Council, which allowed them to 
remain passive in the execution of its orders, they have now been 
brought into the Economic Council. It is a bi-cameral economic 
government. The former Bizonal Economic Council, whose mem- 
bers are elected by the assemblies of the component States, has been 
doubled and has now 104 members. But a new chamber, the Coun- 
cil of States, has been added, whose members are appointed by the 
Governments. There is also an executive committee elected by 
the Council, though in the case of the committee’s chairman the 
Council of States must concur. The Economic Council is to be the 
chief legislative body, but the Council of States may also initiate 
legislation except that concerning taxes or appropriations. The 
Council of States has the right to approve, amend, or veto new 
measures of the Economic Council, but must do so in fourteen 
days. 

By thus making the State Governments an integral part of the 
Bizonal authority it is intended to give the bizonal régime a reliable 
executive arm in the State administrations. There will be, however, 
field agencies of the Frankfurt authority for reporting, inspecting, 
and enforcing the Council’s legislation locally, and the door is left 
ajar, maybe unwisely, for the development of a federal executive on 
all levels. The proclamation of 6 February also envisages the 
creation of a bizonal Supreme Court and a bizonal bank. 

The new régime is a bold attempt to strike a balance between 
the support of regional tendencies and the need for an economic 
rehabilitation of Germany which cannot be achieved on a State 
basis. And though the new German bizonal agencies are confined 
to the economic field, their structure could easily serve as the pat- 
tern for a full-grown German Government of the future. Probably 
there will be some changes in this pattern which may be urged by 
the French or even, in the end, by the Germans. What matters most 
at the present juncture is not the exact form but the practical inte- 
gration of all German forces for the improvement of German pro- 
duction and living conditions. 

The new bizonal authority can be expected to make the State 
Governments into more effective agencies for national recovery. It 
is more doubtful, however, whether the national party leaders will 
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pull their weight in the Economic Council. As far as can be judged 
at present, they prefer to make their influence felt in the politica) 
game played in the Council without assuming responsibility, and 
will probably continue to do so until the Economic Council be. 
comes a political government. Meanwhile the Western Powers can 
contribute to the development of democratic responsibilities jp 
German hands not only by the creation of a stable economic order 
but also by the early withdrawal of their administrators from 4l| 
levels of German administration and by focusing their attention 
upon the supervision of the bi- or trizonal German agencies. 

It was certainly wise on the part of the British and American 
Governments to resist the pressure, particularly strong in the 
United States, to turn the new German ‘federal’ agencies into a 
full government of western Germany. The time has passed when 
the Western Powers could remain passive in the hope that after al! 
a quadripartite agreement on Allied policies in Germany might be 
achieved by a continuation of discussions. The history of the 
Potsdam Agreement has shown that Russia does not feel any 
scruples in departing from an understanding if she finds her 
partners unprepared and weak. The Soviet Union has proved an 
intractable partner as long as she could hope that her unilateral 
policy in Germany would give her the maximum benefit for her 
own recovery while simultaneously stalemating the policies of the 
Western Powers. Russia has undoubtedly watched the stagnation 
of the western zones with satisfaction, and expected it to enhance 
the chances of an extension of her influence within them. Her 
advocacy of a unified and centralized Germany has become a pro- 
paganda appeal to the Germans rather than a serious proposal for 
negotiations among the four Allied Powers. 

Only by the restoration of normal economic conditions in 
western Germany and the establishment of a safe foundation for 
democratic life in the western zones can the Western Powers hope 
to prevail upon the Soviet Union to accept a fair compromise on 
German problems, and, what is probably even more important, to 
live up to sucha settlement. The creation of a full German Govern- 
ment of Bizonia at the present moment would have precluded any 
quadripartite solution. 

Admitting that the prospects for a revival of quadripartite co- 
operation in Germany are not bright, nothing would have been 
gained towards the development of German democracy by the 
inauguration of a German Government. The democratic forces 
in Germany are weak and inexperienced. They are unlikely to 
gather strength before economic conditions improve. The problem 
of German unity is, moreover, the chief issue of German politics, 
and the Western Powers would incur lasting hostility among 
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Germans if they could be accused of wilfully neglecting its ultimate 
realization. But the question of German unity also is strangely 
bound up with the maintenance of world peace. If East and West 
are ever to reach a modus vivendi they will have to find it very largely 
in Germany. 


H. H. 


SIAM’S ECONOMIC PROBLEMS 


THE SITUATION AT THE END OF THE WAR 


Ac the end of the war in 1945 Siam appeared to the outside 
observer to have emerged as a relatively sound political and 
economic body by comparison with her neighbours, with the poss- 


ible exception of India and Ceylon. She was not a battlefield, like 
Burma and the Philippines; nor a scene of political strife, like 
Indo-China and Indonesia; and her labour and food problems did 
not reach a degree of seriousness comparable to that of Malaya. A 
closer examination, however, reveals several points of inherent 
weakness in the Siamese economy. The Japanese occupation and 
the participation in the war, however small and negative in charac- 
ter, of the Government of the time had a profoundly disturbing 
effect on all the four industries upon which Siam mainly depends, 
namely, rice, tin, rubber, and teak, as well as on the general organi- 
zation and administration of the country. 

The normal peace-time economy of Siam depends to a large 
extent on her external trade. Before the war she exported between 
a quarter and two-fifths of her rice, all of her tin and raw rubber, 
and most of her teak. On the other hand, apart from foodstuffs, she 
produced very little of the commodities she imported. The export 
markets of Siam were mainly in the West, and were thus in the 
sphere of Allied operations during the war: Singapore, Hong-kong, 
and Penang, where the principal shipments of Siamese goods were 
sent, were essentially entrepét destinations. But the main suppliers 
of her imports were in the East, namely, the eastern territories of 
the British Empire and Japan. It was therefore to be expected that, 
although both export and import trade were affected by the war, 
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the impact was more serious on the former than on the latter. But 
apart from that, the following paragraphs will show that the war 
situation had a grave adverse effect upon production. 

During the period immediately before the eastern war Siam 
was producing an average of about 5 million metric tons of rice a 
year, of which she exported between 1-5 and 2 million tons. In 
1945 production fell to just under 3-5 million tons, barely sufficient 
for internal consumption at the pre-war rate, though the popula- 
tion had by then increased considerably. Many factors contributed 
towards this large reduction in rice output. The area under cultiva- 
tion shrank from just under ro million acres to about 7- 4 million, 
with an increased percentage of damaged cultivated land—23 per 
cent, or 1-7 million acres, compared with about ro per cent, or 1 
million acres, before the war. The disastrous floods of 1942, which 
damaged 34 per cent of the total rice acreage of that year (10.9 
million acres), had a serious long-term effect on rice farming, apart 
from ruining at least a third of the smaller farmers. Irrigation 
dykes and machinery were in poor condition. A large number of 
farmers left their land during the war: some were recruited into the 
Army, others found it more profitable to take up jobs in the towns, 
especially since the Japanese offered them relatively high wages out 
of the money they ‘borrowed’ from the Siamese Government. (The 
price of paddy received by the farmers fell in 1944, after a normal 
war-time rise, whereas the price of cleaned rice rose steadily 
throughout the period.) Other farmers were compelled to leave 
their fields for lack of the cattle which play an essential part in rice 
cultivation. Water buffaloes and bullocks were bought and 
slaughtered in large numbers by the occupying armies. 

At the outbreak of the war the Siamese Government set up a 
Thai Minerals and Rubber Company to take charge of the tin and 
rubber industries, in the place of those foreign companies, mainly 
British and Australian, whose activities were stopped by hostilities. 
The closing of foreign markets, the lack of replacement of mach- 
inery and spare parts, for which Siam normally depended upon 
imports, the inexperience of the new officials in charge of produc- 
tion and management, the lack of incentive, all worked against this 
new enterprise, and production figures gradually dwindled. Tin 
production amounted to 1,775 tons in 1945, compared with the 
peak of 17,447 tons in 1940. Rubber exports, which in 1940 were 
about 44,000 tons, were reduced to little more than a thousand 
tons in 1944, and to nothing at all in 1945. The figures for teak, 
the fourth important product, were still worse. The Japanese did 
not tap much rubber, nor did they fell many trees in Siam during 
the war, but the general dislocation of production, seizing of 
stocks and machinery, killing off and dispersal of animals such as 
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elephants and cattle, and mismanagement on the part of officials 
resulted in all lines of production being reduced to a small fraction 
of what could be regarded as normal output. In the following 
table a comparison is made between the situation in 1941 and that 


in 1945: 


Rice 


Tin 
Rubber 
Teak 
Livestock 


Area cultivated (acres) 

Area damaged (per cent of area 
cultivated) 

Production (metric tons of paddy) 

Export ” ” ” ” 

Production (long tons of tin in ore) 

Export (long tons) 

Export (cubic metres) 

Elephants 

Buffaloes 

Bullocks 


1941 
9,805,469 


8.61 
5,120,000 
1,795,000 

15,247 
45,536 
65,433 
12, 
6,309,967 
6,384,404 


1945 
7:391,304 


22-99 
3,458,000 
309,971" 
1,775 
ni 
1,194 
3,583 
3,981,458 
3,148,661 


Horses 361,725 64,718 
* 1944 figure. 


The principal imports of Siam before the war, in order of their 
importance in terms of value, were: textiles and yarns, foodstuffs, 
mineral oil, metal manufactures, machinery, gunny-bags, vehicles, 
medicine, drugs and chemicals, and tobacco. An easy way of 
assessing the importance of pre-war imports in relation to exports 
is to remember that the value of the first five items of imports 
together (amounting to Baht 75-5 million in 1940) usually made up 
just under half the value of the four main exports combined (Baht 
162-3 million in 1940).* 

The following table indicates that the total value of imports, 
though reduced to some extent, did not fall as much as the 
exports. The figures for 1944 are used here in order to represent 
the last full war year. 

VALUE OF PRINCIPAL IMPORTS 
(in million Baht) 

1941 1944 
Textile and yarns oie aa n 36-6 27-0 
Foodstuffs o* 0 ee o3 21-2 17-9 
Mineral oil % a we ait 13°5 3-0 
Metal manufactures .. a te 12-4 9°5 
Machinery Se - 73 3°8 

It should be noted that though the total value of imports was 
kept as high as 80 per cent of the pre-war value, the volume was 
much lower, owing to higher prices. Moreover, the distribution 
of imported goods had altered drastically. The most striking case is 
that of textiles, which were taken over by the Government and 


* Baht, or Tical, is the unit of Siamese currency. Before the war the external 
value of the Baht was about 2 shillings. Early in 1946 the exchange rate was fixed 
at Baht 60 to £1; but since May of the same year this official rate has been kept 
at Baht 40 to £1. The ‘free’ market rate, however, sometimes reached Baht 80; 
it has recently gradually fallen to about Baht so. 
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military authorities in a much larger proportion than before, partly 
for making uniforms. The functioning of various Government pro- 
vincial stores, set up during the war in order to ‘take the trade 
away from foreigners’, left much to be desired from the point of 
view both of efficiency and of integrity. Speculation and hoarding 
were encouraged by rising prices, with the result that the final 
consumers, i.e., the peasants, were everywhere short of clothing, 
particularly since the low price of paddy reduced their real income 
and purchasing power. 

Another important import of Siam, though not very consider- 
able in value, is medicine and drugs. In 1941 these were imported 
to a value of Baht 4-3 million. During the war the Western 
sources of supply were closed, and even though trade was still 
possible with Japan, parts of China, and Java (the main source of 
supply for quinine and other alkaloids of cinchona), the shortage 
of shipping was a serious obstacle, especially after the end of 1943. 
With the movements of troops and population, malaria and other 
diseases became widespread. Even Bangkok, whose mosquitoes, 
though notorious, were harmless before the war as far as malaria 
was concerned, became infested with malaria-carriers. The general 
deterioration of public health will undoubtedly have a deleterious 
effect in the long run on the fitness and efficiency of the working 
population. 

Siam is a debtor country; accordingly, before the war, in order 
to maintain a sound economy she normally exported more than she 
imported. She had, in fact, an average annual surplus of exports 
over imports of Baht 50-70 million. ‘This surplus was reduced in 
1942 to about Baht 37 million. From 1943 to the present time 
there has been a deficit, amounting to Baht go million in 1943 and 
Baht 60 million in 1944. These figures are arrived at without 
account being taken of the repayment of loans and payments of 
interest on loans and of other remittances abroad, which were 
postponed during the war period." 

Such was the Siamese economic situation at the end of the war. 
Production of rice had fallen by 40 per cent, and that of other 
commodities was practically negligible. Siam’s normal favourable 
balance of payments turned into a deficit. Accurate figures for 
commodity stocks cannot be obtained, but it is estimated that the 
stocks of tin and rubber amounted to a few thousand tons, mostly 
in the hands of private speculators; the stocks of rice at that time 
were variously guessed, rather than estimated, at between half a 
million and two million tons. 


1 Before the war Siam had a debt in London of £4 million, on which she never 
once defaulted in the payment of interest. 
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THE POST-WAR PERIOD 

On 1 January 1946 an agreement between the British Govern- 
ment and the Government of India on the one hand, and the 
Siamese Government on the other, was signed in Singapore. 
According to Art. 14 of this agreement, Siam was ‘to make avail- 
able at Bangkok, free of cost, to a Rice Organization to be desig- 
nated by H.M. Government, a quantity of rice equal to the 
accumulated surplus rice at present existing in Siam, subject to a 
maximum of 1,500,000 tons, the exact amount of rice to be made 
available to be determined by the Rice Organization mentioned’. 
Article 15 provided further that Siam was to make available to the 
Rice Organization, not later than 1 September 1947, ‘all rice sur- 
plus to the internal needs of Siam’. 

The above provisions were replaced by a new rice agreement 
concluded in Bangkok in May 1946, under which the British 
Government contracted to buy 1,200,000 tons of rice for delivery 
within the following twelve months at the basic price of {12 14s. 
a ton, subject to a premium of £3 per ton of rice delivered up to 
the end of May, and {1 ros. per ton for deliveries from 31 May 
to 15 June. This agreement was again revised in December 1946, 
providing for a delivery of 600,000 tons of rice between January 
and August 1947, at a price ex-mill Bangkok of £24 a ton. In 
September 1947, when yet another agreement was concluded, the 
price was revised to come into line with that received by Burmese 
exporters, namely, {35 per ton ex-mill. The quantity fixed for the 
first half of 1948 is 250,000 tons. 

The result, as far as legal exports of rice were concerned, was 
not nearly as good as was expected. Up to April 1946 the amount 
of rice delivered, free of cost, was a little above 125,000 tons. The 
next eight months to the end of 1946 brought forth a little more 
than 320,000 tons, and the eight months of 1947 another 300,000 
tons. The total official deliveries of rice for the whole year 1947 
are estimated at 500,000 tons, which is only a third of the normal 
pre-war exports of Siam. The Siamese Government did many 
things to encourage production and export; 1946 was declared a 
‘rice year’; the acreage under cultivation was increased; large sup- 
plies of clothing, farm tools, and fertilizers were made available to 
the farmers as incentives and rewards; a scheme of redistribution of 
cattle was carried out in order to help the farmers of the important 
central plain; a rationing system for rice was introduced within 
the country; and various other measures taken. The British 
Government and Army authorities lent a helping hand by facilitat- 
ing imports of ‘incentive’ goods and repairing the means of com- 
munication in order to speed up transport. But exports failed to 
reach the targets by a wide margin, partly owing to the slow recov- 
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ery in production, and partly, which is more important still, to 
black-market activities. 

Apart from the fall in productivity owing to deterioration in the 
fitness of the farming population and to loss of cattle; apart from 
the aftermath of the 1942 flood which ruined and dispossessed a 
large number of small farmers; and apart from the insecurity of 
life owing to increased robbery in the remote areas, the rise in 
production was in general small because of the inadequate price of 
paddy which the Government offered to the farmers. This price 
was steadily raised from about Baht 150 per ton of paddy in 1945 
to about Baht 350 in 1947; but even the latter price only corres- 
ponded to less than {10 per ton of rice. The price offered to 
farmers in Malaya was five or six times this figure. Consequently 
the farmers who had already left their land for other work in the 
towns found it was not profitable to go back to their old jobs, and 
extra efforts for increasing production were not forthcoming. 

Similarly, the low price offered to exporters, or rather to sellers 
to the Rice Organization, and the exchange control regulation 
could only encourage black marketeering. It has been said that 
rice is probably the world’s most important black market com- 
modity. Rice dealers find it more profitable to smuggle rice out 
to Malaya or China for a higher price in foreign currency, which, 
moreover, they can sell in the ‘free’ exchange market at a much 
higher rate than the official one of Baht 40 to £1. The trade in rice 
is largely in Chinese hands, which the weak and corrupt adminis- 
tration was unable to control. Indeed, some Siamese officials have 
from time to time been found taking active part in the smuggling 
movement. The Government attempted to give inducement for 
rice dealers to sell their grain to the Organization by allowing 
them to have 3 per cent of the proceeds in foreign currency, which 
they were allowed to sell in the ‘free’ market. This was subsequent- 
ly raised to 10 per cent. But the inducement was too small for the 
purpose, especially since the black market price in Singapore is 
reported to be ten or twenty times the official purchase price. Even 
the present price of about £35 a ton compares very unfavourably 
with the price in Malaya of £60 and in India of more than {50. It 
is believed that the amount of rice thus smuggled annually is about 
the same as the quantity delivered through the official channel— 
i.e., between 400,000 and 500,000 tons a year. 

Meanwhile, within Siam herself a situation of rice shortage 
developed, particularly in the normally deficient southern pro- 
vinces, where smuggling activities are said to be flourishing. The 
Siamese rice ration, though higher than in Malaya, i.e., 1 lb. per 
head per day in Bangkok (or half of the pre-war consumption rate), 
and 3/5 lb. in the south, is both inadequate and not fully available 
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in the official control market. The quality of rice available in the 
market has also deteriorated; the good unbroken kind is believed to 
go to the black market to fetch a price higher than the controlled 
one. 

Both production and trade in the other three main commodities 
were also, until recently, at a standstill. Article 13 of the agreement 
of 1 January 1946 provided that ‘Siam was to prohibit—except in 
accordance with the recommendation of the Combined Boards in 
Washington, or any successor body—and to regulate trade in, and 
stimulate the production of, these commodities’. In the case of 
tin, pre-war production was mainly in the hands of British and 
Australian companies, with a small percentage coming from 
Chinese and Siamese mines. Post-war negotiations for the restitu- 
tion of European and Australian properties and for the resumption 
of mining activities were protracted, and agreement was not 
reached until the end of October 1947, when it was decided that 
the Siamese Government was to pay {1,250,000 in compensation 
for financial losses suffered by British Commonwealth tin-mining 
interests during the war. By the end of the year only 14 out of the 
29 companies formerly operating in Siam had expressed their 
intention of repossessing their mines—others remained undecided. 
In any case, much rehabilitation work has to be done before pro- 
duction can resume its full scale, as a large proportion of dredges 
and other machinery has deteriorated, mainly through non- 
replacement and misuse. In one or two instances production is 
reported to have started towards the end of 1947; but total output, 
mostly from Chinese-owned mines, is still very smal]. ‘The small 
amount exported (about 2 tons in 1946 and 5,500 tons in 1947) is 
drawn from the stocks accumulated. 

A U.K.-U.S.A.-Siam agreement concluded at the end of 1946 
provided that all tin concentrates exported by Siam should be pur- 
chased in equal amounts by the U.K. and the U.S.A., and that 
prices would be on a basis equivalent to those prevailing in Malaya, 
The diversion of 50 per cent of Siamese tin concentrates to the 
U.S. smelter contrasts with the pre-war position when all Siamese 
concentrates went to the Straits Settlements for smelting. 

The situation in rubber is better than in tin, since the war did 
not have much effect on the trees and the organization of industry. 
Very little European capital is involved in rubber plantations in 
Siam. However, the same difficulties as exist in post-war Malaya 
apply to the Siamese rubber industry: rice and food shortage, 
widespread dacoity in remote areas, general iabour shortage, and 
high wages. In 1946 the exports of rubber from Siam, partly from 
stocks and partly from current output, were 24,168 tons, or about 
half those of 1941. The exports for 1947 are estimated at between 
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35,000 and 40,000 tons, which would equal the figures for 1937. 

The resumption of teak production by European firms took 
place towards the end of 1946, and, as in other industries, was 
handicapped by shortages and robbery. In 1946 the exports of 
teak reached 21,537 cubic metres, or about one-third of the 1941 
figure. Statistics for 1947 are not yet available, but will probably 
show a 50 per cent improvement on the previous year. 

On the imports side, post-war demand has been as great as in 
other countries, and is only limited by shortage of foreign cur- 
rency and of supply. In 1946 textile manufactures still topped the 
bill, with a total value of over Baht 80 million. Foodstuffs remained 
second at about Baht 30 million. Medicine and drugs jumped to 
the third place at Baht 17 million. Next in the list were petroleum 
and machinery 

As in the three previous years, but contrary to the normal 
pattern, 1946 witnessed a deficit in the balance of Siamese trade 
of a magnitude of about Baht 100 million, which Siam, being a 
debtor country, can ill afford. Total exports amounted to over 
Baht 445 million, imports to Baht 554 million. Figures for 1947 
have not yet been published, but the general impression is that the 
position has worsened. 

The deficit in the balance of external payments was financed 
partly by loans of $10 million from the United States and Rs. 50 
million from India, both being made in 1946, and partly by draw- 
ing on the reserve of gold both inside the country and in the United 
States. Siam’s sterling assets amounted to about £16 million at 
the end of the war: most of this sum has been used for the repay- 
ment of a loan and for the payment of arrears of interest, etc., or 
earmarked for various restitution claims. For practical purposes, 
there is an insignificant proportion of the original sum left frozen 
in London. In short, during the past two years Siam has been 
using up her capital assets and also contracting new debts to a 
considerable amount. There still remain for her some gold and 
dollar reserves within and without the country, including her 
claim for about {11 million worth of fine gold in Tokio. 

As to the internal situation, which is largely influenced by the 
four leading export industries referred to above, little remains to 
be said except that the inflation problem, though not as spectacular 
as in China or elsewhere, is fairly serious. Notes in circulation have 
increased seven times since 1941, and amount to about Baht 2,100 
million. The last Government was committed to a policy of re- 
ducing this quantity by 25 per cent: there are reasons to believe 
that this policy will be pursued, perhaps even more drastically, 
by the present Government. Bank deposits have increased from 
less than Baht 60 million in 1941 to about thirteen times that 
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figure, owing partly to the more widespread use of cheques and 
partly to the increase in the number of commercial banks, of which 
S there were nine before the war, whereas there are now sixteen. 
The Bank of Siam cost-of-living index number is at present four 
and a half times that of December 1941; but prices of commodities 
and wage rates are about seven times what they were at that date. 
During the past two years the national Budget showed an annual 
deficit of about Baht 500 million, which includes items of capital 
expenditure. The biggest item in the ordinary expenditure is still, 
as in the pre-war years, defence, which takes up about 30 per cent 
of the total. There appears to be much room for a drastic cut in 
Government expenditure which would reduce both the Budget 
deficit and the adverse trade balance. 

Before the war Siam was almost unique among countries of 
her position in the fact that she held an impeccable reputation for 
her external credit and for her internal financial management. War 
and post-war difficulties have hit her hard. But, as elsewhere in 
the world, the core of the problem lies in production. Unlike many 
other countries, however, Siam has a large reserve of natural 
resources which have not been exploited. Production has recently 
shown signs of revival in many directions. Given general peaceful 
political conditions, it should not be difficult for this Eastern 
country speedily to return to her normal ‘surplus’ position. 


j. a 
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